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In the years following the passage of the National Energy Policy Act in 1992, Moody‘s cautioned investors 
about the potential for significant downward pressure on the credit quality of many investor-owned utili- 
ties as retail markets for electric power were opened to competition. Our concerns about aedit quality 
were driven largely by persistent uncertainty about the extent to which utilities could recover their k e d  
costs in prices dictated by competitive markets. 

More recently, however, regulatory and legislative initiatives have considerably reduced this uncertain- 
ty, leading us to a somewhat more optimistic view of the funue direction of the industry‘s average credit 
quality. Legislation and regdatoly resuumning plans enacted to date have, for the mast part, allowed for 
the phase-in of retail competition over a multi-year transition period, and have provided utilities the 
opportunity to recover their k e d  and sunk costs through the divestihue of generating assets, a non- 
bypassable charge m existing customers, and/or securidution. 

SIGNIHCANT HEADWAY TOWARD COMPETITION AT STATE LEVEL 
Legislation concerning retail competition has been passed in 12 states, including California and five 
Northeast states in which electric rates have been the highest. For the most part, these laws have been 
suppomve of the utilities in their quest for fLIl recovery of costs that might be rendered uneconomic, or 
“sanded”, under competition. The notable exception is New Hampshire, where progress toward retail 
competition has been stalled by court battles between the state’s utilities and its regulators o w  legislation 
that does not provide for full recovery of stranded costs. Similar COUK battles currently prevail in 
Vermont, although the state is s d l l  without resuucturing legislation. 

Even absent legislation in some states, there has st i l l  been considerable progress toward establishing 
r e d  competition as a result of regulatory support for individual udity resuucturing plans. In New York, 
for instance, six of the seven utilities have obtained regulatory approval for their own resmcturing plan. 
The seventh New York-based utility, KeySpan Energy (formerly Long Island Lighting Company) has 
recently completed its version of an electric resuucturing plan by selling all but its wholly-owned generat- 
ing units and gas business to the Long Island Power Authority. Michigan is commencing choice in 1998 
under orders issued by the Micbigan Public Service Commission. 

Witb very few exceptions, we expect that most of the other states will continue to debate electric utili- 
ty resuucnuing issues a t  the state legislative level. As  many of these states press hard toward enacting their 
own versions of electric resmmning laws, they are liLety to incorporate those aspects of laws already 
passed that they think will work best for them, while adding their own unique conditions. 

We orpect that elecuic utility respurnring will also remain a high priority agenda item in the next 
Congressional session, as all signs indicate that there will be insuffiaent support to pass any one of the 
several bills that were floating in Congress this year. Among the obstacles to progress at the federal level 
are difficulties in coming to grips with how and/or whether to reform the Public Utility Holding 
Company Act of 1935 and certain sections of the Public Utility Regulatory Policy Act of 1978, as well as 
lingering questions abaut federal versus state jurisdictional matters. If the states continue to make good 
progress with regard to bringing about electric industry restructuring, then the push for Congress to do 
something could begin to wane. 

With or without legislation, the pace a t  which the resuucturing process moves in any given state is 
likely to be influenced by the extent m which politiaans are willing to get involved, to which customers 
are discontent with the current rates that they are paying m the incumbent utility, and to which the con- 
panies are satisfied with the process. We have found that it is pardcularly helpful when legislation is in 
place because it helps guide the regulatoly p‘ocess involved in bringing a utility’s restructuring plans to 
fruition. Indeed, in many instances, the legislators are deferring to the regulators to implement the details 
of how rauucturing will work in a given state 
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Restructuring/Legislative Initiatives in the U.S. 

United States 

PLANS OFFER CUSTOMERS AND COMPANIES CHOICES 
To date, utility resmcturing plans have often incorporated a phase-in approach to retail competition, in 
many instances allowing dme for pilot or test programs involving certain groups of a t o m e n  to detex- 
mine whether a particular approach works. Although some plans have hied to stretch the phase in period 
out well beyond the year 2o00, there still appears to be a suong preference to keep the phase in period as 
short as practically possible (generally not later than 2002). 

Other key aspects to utility restructuring plans that we have seen to date include commitments to 
divest all non-nudear generating assets and to reduce rates by an average of 10% in exchange for an 
opportunity to fully recover any costs stranded or rendered uneconomic by the onset of retail competi- 
tion. Although many of the decisions to divest generating assets have been voluntary, there are some 
instances where utilities were legislatively mandated to do so. The market valuation of assets through the 
sale process tends to eliminate the contentiousness often associated with relying on a "formulaic" 
approach to determine the level of stranded costs a udity might have to try and recover by making 
assumptions about the future price of energy and edpaaty in a given region. 

We expect that regulators will continue to play an impartant role in many instances when it comes to 
quantifying the amount of stranded costs that a given utility is left with after divestiture and/or other 
mitigating steps are taken (e.g., cost reduction programs, using excess earnings above a spedfied level to 
accelerate depreciation of generating plants, or faster amortization of regulatory assets). 

Once the amount of unmitigatable stranded cost is determined, regulators will then take into 
account the rules set out by legislation in determining the means by which, the extent to which, and 
the time frame over which such costs can be recovered. When the rules include an opportunity to 
periodically "me-up" the stxanded cost amount during the transition period, we believe there is less 
risk present for fixed-income investors. 

The most common way that legislators and regulators are permitting stranded costs to be recovered is 
through the collection of a non-bypassable charge, often referred to as a Competitive Transition Charge 
(CI'C), over a predetermined time period (e.g., the transition period). This fee is established as one part 
of the unbundled rates charged by companies continuing to provide regulated "wires" services. 

0 
6 Moody's Industry Ootlook 



For those companies that retain interests in nuclear generating assets, many plans allow these assets to 
remain part of the regulated mnsmission and distribution utility. Under this approach, costs relating to 
these investments will continue to be recovered in the regulated rates that these entities charge their NS- 
tomers through the transition period. These investments will continue to be recovered in the regulated 
(and often &ozen) rates. 

THOUGH CONTROVERSIAL, SECURITIZATION REMAINS CREDIT POSITIVE 
Yet another comprehensive and considerably more controversial means by which companies can recover 
their stranded costs is through securitization. Securihtion is an option currently available to utilities in 
seven of the twelve states that have passed resrmcnuing legislation to date. This is not to suggest that the 
subject has not been hotly contested throughout the country. In some stam, such as New York, this is an 
issue that is clearly divided across political party lines, wbich makes passage of legislation that specifically 
provides for securitization more difficult 

In general, securitization legislation permits utilities to create a property right to the revenue stream 
produced by collection of the non-bypassable competitive transition charge. The property rights are then 
sold to a special purpose financing vehicle or banlmrptcy remote trust This entity can then issue securities 
backed by the future cash flows from the CTC's.  

We view the credit implications for udlities who issue securitized bonds to be positive due to the 
expected lower financing costs of higher rated securities and the greater certainty for r ecovq  of stranded 
costs than existed previously. Just how positive such a financing strategy might be for a utility will, howev- 
er, depend on how aggressive they are with regard to use of proceeds and the ensuing level of protection 
that remains for the &g investors in the utility's traditiond bed-income securities. The utility can 
use proceeds from the irmance of securitized bonds in a variety of different ways, but typically they have 
indicated that they will pay down debt and buy back common equity in amounts that allow them to, at a 
minimum, maintain the same percentage of debt, preferred stod; and common equity in their capital 
structure as existed prior to issuing the securitized bonds. 

As we analye utilities that irme securitized bonds, we will Peat such bonds as being fully non-recourse 
to the utility even though the Securities and Exchange Commission's guidelines require the debt to appear 
on the company's balance sheet Thus, we will adjust funds from operations and retained cash flow down- 
ward to reflect the fact that a material portion of cash flow each year will be set aside for debt service on 
the securitized bonds. This approach, we believe, will better represent the cash flow stream available to 
protect the utility's remaining k e d  income investors. 

When securitization is not an option and/or where generating asset divestiture is not part of the utili- 
ty's strategy, the company will likely be looking to reduced com and increased sales as means to ofliet the 
rate reductions that are s d  being required in exchange for regulatory support for resaucturing plans. 
This is more apt to be an approach followed by udities with only moderate exposure to stranded costs 
and/or where significant cost reduction oppormnities and sales growth potential sti l l  exist 

Moody's believes that the electric utilities that divest their generating assets, either by choice or regulatory 
mandate, will substantially reduce their business and financial risks, allowing for the possibility of 
strengthening their balance sheets and increasing free cash flow. 

Divestiture of generating assets has proved to be an effective way to address regulator's market power 
concerns. It also provides a means to arrive at a h n  measure of, as well as a potential mitigant for, strand- 
ed costs. Regulators and legislators in New England, for example, have offered utilities a deal that, so far, 
few have been able to refuse - divest stipulated generating assets in exchange for an opportunity to fully 
recover suanded costs. Alternatively, regulators in California, by setting low rates of return on equity, 
have given utilities in that state added incentive to divest And, in the end, the utilities that divest will be 
spared the pressures of competition facing the generating side of the business as uammission and distribu- 
tion continues to be regulated. 

It should come as no surprise then that over ten percent of investor-owned elemic utility generating 
capacity in the U.S. is either currently available for auction or has recently been sold. 
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Yet another compelling reason to divest - a n d  quiddy before the market changes - is the significant 

premiums to book value that buyers have been willing to pay, particularly in the Northeast. In this region, 
initial concerns that prices would come in below book value have largely dissipated with the results of the 
6rst and second waves of auction activity having been so favorable. 

Aside from external pressures to exit the generation business, internal motivations come into play as 
companies make strategic decisions that reflect both their understanding of market conditions and ability 
to capitalize on perceived strengths and resources. There are a number of conditions that influence this 
choice, induding the supply and demand outlook in a specific service temtory, the market cost of electric- 
ity, the pace of industry restructuring, labor costs and composition of its workforce. Further, utilities need 
to decide if divested assets are required elements for the utilities' p w t h  strategy. In many instances, the 
decision to divest generation assets is a de facto indication that the regulated utility's future business will 
be focused on the delivery of energy, and that the ownership risks of generation are not commensurate 
with the rewards available. 

While many states have required divestiture of generating assets in their restructuring legislation, 
Moody's expects that most udlities will not fully eSt the generation business. Over the near term for 
example, companies with nudear assets will retain this portion of t he i~  generating portfolio, at least until a 
more robust market for these assets develops. In addition, few resaucturing schemes have required 
divestiture of such assets. 

ASSET SALES AllRACT NEW PLAYERS 
For every seller there must be a buyer, which means tbat for every company that wishes to exit the generat- 
ing business, there is another company with the opposite strategy of expanding its presence in that segment 
even given the attendant risks. Companies in the Northeast are tending to lean in one strategic direction - 
exit the generation business to the Mest  extent possible, and focus on the dishibution and wires business. 
Other comnanies in the U.S.. like PG&E Cornration and Edison International in California. are simulta- 
neously di;esting their formerly regulated ;eneration assets, while acquiring generation assets in the 
Northeast as a means to stay invested in the generating business on the non-regulated side. 

Ahnost all asset sales to date have been to other investor-owned entities, a uend Moody's expects to 
continue. One notable exception, however, is the sale by the former LILCO of all of its assets except its 
wholly-owned generating units and gas assets to a municipal entity. 

AU sales have not, however, been to existing players. As regulated utilities begin to exit the generation 
side of their business, new, outside players have entered this market These new entrants believe that they 
can be the higher-value owners of generating assets, especially in a competitive market. 

Independent p e r  producers (PPs), though not the only interested parties, have shown the greatest 
interest in acquiring generation assets. IPPs with some type of IOU affiliation have been the most 
successful bidders to date. 

In some of the larger, more recent acquisitions or announcements in which assets have been put up for 
sale, the buyer was a geographical outsider: USGen acquired NEl?Ss assets; FF'L Group agreed to buy 
Central Maine Power's assets, Sithe Energies obtained Boston Edison's non-nuclear assets, and Edison 
International has agreed to acquire GPUEnergy Fast's mammoth Homer City generation plant. All 
prices offered were well above the book value for these assets, although the actual value of these assets wiU 
hinge on the future market price of generation. 

Asset valuation is not limited to the quality of the generating asset In fact, sometimes the real d u e  to 
a buyer may be the site, and not the plant, because of the expansion opportunities. The value is also deter- 
mined by assessing the contracts and obligations the buyer a s ~ m e s  and can not always be analyzed from a 
$/MW or book value multiple. Specifically, items such as environmental liabilities, fuel contracts, p e r  
sales contracts, and standard offer obligations influence the profitability of a plant Production costs, regu- 
latory environment, competitive position, and overall market attractiveness are also influential in arriving 
a t  an acquisition price. 

USE OF PROCEEDS KEY CREDIT FACTOR FOR S E W  
While Moody's generally views the sale of generation assets positively, the manner in which the pmceeds 
from these transactions are used could, in some cases, have negative implications for credit quality, 
Options for the use of proceeds range from reducing outstanding debt, which has the most positive credit 
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implications, to buying out purchase power conuacts, funding internal capital requirements and promised 
decreased electric rates, investing in core competenaes and sategic initiatives, and to repurchasing stock 
or sending a special dividend up to shareholders. Used to estreme, the latter two alternatives may have a 
negative impact on the companfs credit quality. 

The Californian legislation stipulated that proceeds from generation divestiture or stranded cost sea- 
ridzation could be employed in any manner the utility deemed appropriate, as long as the utilities main- 
tain a capital m c t u r e  no worse than before legislation was enacted. This resmction was actually a credit 
positive, insofar as it effectively mandated that  the utilities in that state maintain their saung capital base. 
Niagara Mohawk’s commitment to use a significant amount of the proceeds from their auction to repay 
debt was similarly viewed as a credit positive. 

It is becoming increasingly evident, however, that utilities without specific restrictions on the use of 
proceeds do not needy plan to use funds to pay down debt on a pro-rata basis to the way tbe asset was 
financed. Many have chosen not to commit to a specific use for the funds. 

As companies determine their hture lines of business - from a pure transmission and disuibution compa- 
ny. to a pure generating company or independent power producer, to a diverdied energy services compa- 
ny - their overall credit quality will change in concert to retlect a new balance of 6nancial and operating 
risks. Therefore, even though the industry average credit rating is likely to strengthen over the next few 
years, deviation from the average is also likely to inuease as a reflection of the industry‘s new diversity. 

”ONE-NOTCH‘‘ RULE NO LONGER APPROPRIATE TO HOLDING COMPANIES 
We believe that the common practice of rating an elecuic utility holding company just one refined rating 
category (or “notch”) lower than the unsecured rating of the core utility is becoming less and less appro- 
priate due to growing complexity in the corporate structure of these companies. 

Over the past decade, investor-owned utilities have set up holding companies to expand investment in 
non-regulated businesses. These investments range from service businesses to telephone companies to for- 
eign utilities to mergers with natural gas companies as part of the convergence of these two energy sectors. 

Many utility holding companies have financed substantial pordons of these non-regulated invesments 
with debt While this type of debt has grown, the size of the dividend stream from the primary operating 
company (the utility) has not, and in fact may be shrinlring. The addition of debt to finance non-regulated 
businesses at either the holding company, affiliates, or elsewhere within the corporation increases risk 
within the consolidated credit profile. 

Structural subordination is one of the basic considerations in rating complex corporate structures. 
Risks to investors a t  a shell holding company (which owns just financial assets, usually stock) are different 
from those faced by investors at ik operating company subsidiaries. Holding company debt is serviced 
almost exclusively by dividends from operating companies. Because dividends are paid after operating 
company debt service, holding company bondholders and lenders are ‘‘srmctnraw subordinated” to 
operadng company bondholders and lenders. 

Moody‘s reflects this le& weaker position by rating holding company debt at least one notch lower 
than unsecured debt (that is two notches off the senior secured debt) of the utility. 

Today, the appearance of numerous new subsidiaries, concurrent with heightened risk from non- 
regulated businesses, complicates the holding company credit profile. And it complicates credit analysis 
with regard m the utility operating company. It is now rare that a utility can be analyzed based upon its 
own credit fundamentals alone. 

From a credit perspective, the rating assigned to a holding company must reflect the consolidated risk 
of the corporation, which in all Iikelihccd will continue to lead to a wider rating differential between 
members of the same corporate family than has been seen in the past 

STABLE CASH FLOWS, LOWER BUSINESS RISK DISTINGUISH TRANSMISION AND DlSlRlBOTlON 
The electric utilities that divest their generating assets will substantially reduce their business risk, as well 
as strengthen their balance sheets and increase free cash flow. All other fundamental factors being equal, 
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this shift in business composition will lead to generally higher aedit ratings for those companies than for 
entities with similar debt protection measurements that choose instead to focus on the M y  competitive 
generating side of the business. 

We expect transmission and distribution revenues and cash flows to be reasonably stable and more 
predictable than generating revenues because the rates charged by the transmission and distribution 
companies will continue to be regulated, while the generation business must operate within an 
environment dictated hy market-based pricing. Competition in the electric utility industry, for the 
moment at least, means competition primarily in generation. Since generation acmunts for roughly SO% 
of the total assets of the indusuy, and cannot be cast as being a "natural" monopoly, it is not surprising 
that this segment would be the first to be deregulated. 

For the moment, deregulation of transmission and distribution s e t s  is not being contemplated a t  
either the federal or state lev4 It is, however, conceivable in the longer term. For the near to intermediate 
term, state regulatory policies will continue to be an important rating consideration for the less asset- 
intensive distribution companies, while the Federal Energy Regulatoly Commission will regulate the 
tranrmission entities. Regulatory m t i n y  of the transmission and disuibution business is expected to be less 
contentious than tbat historically experienced by the vertically integrated utilities, as long as the customers 
are receiving reliable electric delivery service and a m  to the ammission grid is democratic. 

In addition to its relatively more stable cash flom, the transmission and distribution business is also 
less capital-intensive. Whereas generating facilities require significant amounts of debt and equity capital 
to finance construction and ongoing maintenance and repair work, the uammission and distribution 
business will have less burdensome cash requirements to expand, maintain, improve, and replace existing 
infrasaucture. As a result, these operations can have a higher debt to total capitalization ratio and lower 
common equity to total capitalization ratio and still maintain the same radng. 

PURE WIRES COMPANIES FACE LOWEST RISK 
Even within the transmission and distribution seg- 
ment, there are differences in the level of operadng 
and financial risk facing each entity based on its spe- 
cific business focus. 

A disuihutor engaging solely in the delivery of 
energy or functioning as a pure wires entity - that is, 
it maintains the physical connection between the 
step-down substation and the end-uscr - will be 
exposed to the lowest form of business and financial 
risks. A pure wires company will achieve its basic 
distribution revenue meam when it connects the 
customer or end-user to the transmission grid so 
that energy can be delivered. Capital requirements 
associated with maintaining, improving and 
opcrating the distribution networks are expected to 
be very manageable. Although performance-based 
rate-mabg and the temporary effects of regulatory 
lags to recoup weather-related expenditures or other 
unexpected operating difficulties may add slight 
volatility to its cash flows, the wires company's 
earnings prospem will remain highly predictable. 

Pure distribution entities operating in a 
reasonably supportive regulatory climate with 
minimal capital expenditures can also d u b i t  lower 
interest coverage ratios to maintain the existing 
bond radng. From a fixed income standpoint, cash 
flow coverage ratios remain one of the most 
important measurements of hancial risk. 

In addition to delivering reliable energy, many 
dismbutors will also offer administrative services such 
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as metering and customer billing. Marketing will continue to be an important function in a customer- 
oriented market As a result, gathering and storing data on customer preferences and purchasing patterns 
will provide an extremely valuable marketing tool in the newly competitive landscape. 

Contrary to pure wires companies, aggregators that contract for energy purchases or are involved in the 
energy trading and sales business will be earposed to highly volatile market prices. As a result, the aggrega- 
tors will likely exhibit thin margins and uncerrain cash flows due to fluctuating market prices in different 
regions of the U. S., stemming from seasonal energy demand and the availability of capacity resources. 

Core competenaes necessary for success as an aggregator are: current information on the operating 
performance of regional generating assets and the market prices these facilities can command during dif- 
ferent time and seasonal intervals; marketing sophistication; derivatives expertise to manage price risks; 
and technical knowledge in maximizing utilization of regional transmission grids, despite certain con- 
straints, during peak and off-peak periods. 

CASH FLOW VOLATILITV IS GREATEST CHAUENGE TO GENERATING COMPANIES 
In a competitive world, generating companies will face and be beld responsible for weather rids, manage- 
ment mistales, customer demands, environmental liabilities, capital rationing, over-capacity, under-capac- 
ity, and technological obsolescence. Each of these risks will affect the cash flow of the company as it mug- 
gles to deal with new challenges. Furthermore, as elecuiacy prices are deregulated, the wholesale cus- 
tomer will see volatility in prices as experienced in other industrial commodity businesses like basic cherqi- 
cals, metals and petroleum markets. Moody’s view is that elemiaty prices will broadly track economic 
activity in the US in general, but vary region& as generating companies seek to maximize profits by tak- 
ing advantage of local market dynamics This segmentation of the national market portends periods of 
high volatility in pricing on a regional basis. In addition, classic cydical industry over-and-under supply 
conditions are bound to prevail from dme to dme, adding to price volatility. In the long term, generating 
companies will need flexible cost and capital smctures which allow them to respond to a changing market 
in order to maintain a steady cash flow meam in a competitive environment. 

Cash flow volatility for a generating company can be described by its exmmes. The most predictable 
cash flow is derived from a k e d  price, fixed volume contract which is traditionally found in single asset 
financings. Most contracts of this fype contain provisions that require a unit to be “available” in order to 
qualify for its fixed price to be paid. Current achievements in availability factors which allow for 90% 
aYailabilicy in most cases and higher than 95% in some, provide for excellent predictability of cash flow. 
Assuming continued operating excellence, the power generation assets with contracted revenues provide 
dependable cash flows which allow for greater creditor confidence at higher debt levels. 

In contrast, the least predictable cash 5ow for a generating company is that of a merchant plant - a 
plant selling into a competitive market without the benefit of a contract Merchant plant cash flows are 
directly affected by price movements and changes in demand and offer the greatest challenge to investors 
in generating companies. In order to mitigate some of the price risk of merchant activities, generating 
companies sometimes undertake a partial contract - tlmt is a contract for fixed volumes at a market price, 
or variable volumes at a fixed price. 

Cash flow volatility can also be mitigated by partiapating in power trading markek through derivative 
products such as swaps and options. As volumes grow in the power marketing a m  companies will be able 
to forego contracts in favor of a derivative product which offem the same cash flow characteristics. While 
growth in this market may be slowed by the events ofJune, 1598, the market is likely to become healthier 
as the number of market participants decreases and the credit quality of those partiapants increases. 

ASSa PURCHASE PRICES INFLUENCE CASH FLOW 
However a generating company acquires its assets -whether they are contributed by a utility into a wholly 
owned generating subsidiary, spun off into a stand-alone generating company, acquired through public 
auction, or via a pricate uansaction - the purchase price paid for the asset will be a major cash flow deter- 
minant, with bargain price equating to a higher cash flow and a competitive advantage. In the regulated 
world where acquisition prices would be largely recovered from rate payers, prices were not scrutinized to 
the degree that they are currently now that buyers can ill afford to ignore tbings like transmission paths, 
load podrets, and siting issues. 



PORTFOLIO DIVERSIFICATION REDUCES CASH now vomnuTy 0 
The single mast effective mitigant for increased price volatility is increased earnings power created 
through a large and diversified portfolio of generation projects. Such earnings potential wi l l  not, however, 
be easily achieved. Diversification helps dampen the damaging effect of price volatility suffered by any one 
plant However, the ability to add high quality assets to a company’s podolio requires a high degree of 
financial flexihility and discipline through which management exercises the will to reject transactions that 
offer unacceptable risk-adjusted rates of r e m .  Such hurdles make it difficult for a small, struggling gen- 
erating company to add assets to its portfolio in order to improve its cash flow position. 

Whether operating in the merchant or contract markec the benefits associated with portfolio d i v e d -  
cation are an important cash flow determinant Financing structures which spread risk a n a s  a number of 
markets, long term contracts with financially sound customen, and efficient or innovative generating tech- 
nologies will, from a cash flow Standpoint, he powerful. For example, investment-grade rated generating 
companies such as National Power plc (rated A2 senior unsenued) and Pow& plc (Aa3 senior unse- 
cured) in the United Kingdom, and Endesa (Baal senior unsecured) and Chilgener S A  (Baal senior u11x- 
cured) in Chile are active in open markets, have competitive cmt structures, contracts that are muctured 
prudently to protect against non-operating risks, and conservatively financed investments in various over- 
seas infrastructure projects. This combination of factors supports good to high levels of financial flexibility. 

YOUNG AND DIVERSE ESCO UNIVERSE REQUIRES ”BOTTOM-UP“ ANALYSlS 
The term “ESCO” may have a different meaning from one person to the next That is because the term 
functions as a catch-all for any company involved in energy-related services outside of the oullership of 
assets through which electrons flow. In other words, an ESCO is not a generation, transmission, or 
dismbution company. ESCOs would indude companies engaged in energy-related equipment leasing, 
plant or project management, energy efficiency auditing, metering, billing, or any nnmber of other 
services to other electric companies or their customers. 

ESCOs are presently highly fragmented, small, privately-owned businesses. However, the size and 
visibility of ESCOs are likely to grow over the next decade in response to the need for new products and 
the rewards for providing them that competinve markets promise. Inveshnent in energy service companies 
continues to grow, amacted by new profit potential from lack of regulation. Several firms are pursuing 
aggregation of small EsCOs in similar business lines to achieve national economies of scale (in a &ategic 
thrnst  called a “roll-up?. 

As ESCOs lack a peer group for direct cornpalison, Moody‘s will rate them ‘from the bottom up” 
through detailed fundamental analysis. Cross-comparisons that are normally valuable analytic tools where 
a peer group exists would likely be inappropriate and misleading with ESCOs as their quantitative 
measures, such as operating margins, interest coverage, and leverage, can vary widely based on the size 
and the type of investment reqnired by the sector in which they specialize. 

Ekamples of types of ESCO investments demonstrate the diversity of these companies. 
DTE Energy is pursuing a non-regulated stmtegy that draws on its core competencies in fuel 
management developed in the regulated arena. Through subsidiaries, it processes coal into coke for 
the steel industry, invests in regional rail transportation, markets midstream coal in the northern 
US, and invests in regional generation assets that allow DTE to capicalize on related synergies. 
“One Bill” suategies of slightly different scope are heing pursued by KN Energy and Washington 
Water Power. A KN Energy venture simplifies customer hilling by aggregating hilling for multiple 
utility services (elemic, gas, cable, telephone, internet, and secnrity) into one bill. W s  Avista 
Advantage Customer Internet Site integrates reportiog of real time energy usage for its national 
customers with proprietary tedmology that analyzm the data for energy saving opportunities while 
also consolidating utility hills. 
FirstEnergy is aarumulating a nationwide network of energy service companies specialized in high 
volume energy management for commercial and indusmal customers through acquisition of mall, 
privately held, regionally based companies. This network will advise its clients on energy cost 
reduction in high volume air conditioning, heating, lighting, and other forms of energy 
consumption; provide equipment and service the equipment over its lifetime. 
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PRICE SHOCKS HIGHLIGHT RISKS IN POWER MARKEHNG 
Perhaps the highest risk segment of the electric utility indusuy is power marketing, which just this past 
summer experienced a “forced” correction to previously exponential sales growth. Still, Moody‘s expects 
that unregulated energy trading will continue to grow, even though the risks inherent in power trading 
will not disappear. Those who choose to stay in the business will strengthen their risk management 
practices as needed, and those who do not choose to devote the resources necessary for success in uading 
will exit it Moody’s also believes consolidation to achieve economies of d e  will be an integral part of the 
resrmcturing of this industry. 

Cerrainly not all  of the more than 400 approved power marketers actively trade, hut many more were 
active than were prepared to manage the substantial risks involved when in June 1998 electricity prices in 
the Midwest skyrdeted to $7,000 per megawatt-hour. (This translates into $7 per kilowatt-hour for 
those who prefer comparison with the residential price, which averaged around nine cents per Idlowatt- 
hour in 1997.) FirstEnergy, PaafiCorp, Illinova, and Wisconsin Electric among others announced trading 
losses during the second quarter. However, some firms announced trading gains, having either antiapated 
market developments, moved swiftly and deftly, or were blessed with excess capaaty at a time when 
capaatywas at a premium. 

The confluence of many factors - some certain, some of moderate probability, and a few totally 
unexpected - created the unusual price movement 

Several large plants were out of service, reducing regional capaaty. 
Two other plants were knocked out of service by storms, further reducing capaaty. 
A heat wave spread across an enormous region, preventing the usual sharing of capacity among 
regions to deal with normal heat waves. 
One power marketer credit failure (Federal Energy Sales) led to another (Power Company of 
America), causing credit concerns within the market. Firms reduced their trading to only those 
counterparties willing to putup d a e n t  f o n d  protections or up-front payments, reducing liquidity. 
Failures to deliver resulted in purchasers being forced to cover positions with spot market priced 
power, aggravating the price spikes. 
Some inexperienced trading firms panicked and bought power to cover future potential settlements 
while prices remained elevated. 

Many utilities have askd the Federal Energy Regulatory Commission (FERC), which licenses power 
marketers to trade a t  market-hed rates, to set linancial parameters as part of licensing criteria. Certainly 
protections are necessary for the small and unsophisticated purchasers, such as residential and small 
commercial customers. But M W s  is concerned that if FERC were to appear to add financial strength 
criteria to its requirements, many larger rnarket participants, including trading b, may in effect rely 
upon the FERC to do their counterparty risk management, thereby neglecting this J q  risk management 
ask Such a request may be indicative of an industry with an inherited culture of regulatory protection. 
Few other corporations engaged in competitive markets expect or desire a regulatory body to manage 
their supplier risk. 

In order for investoa to understand the risks that can develop with regard to counterparty transac- 
tions- which we highlighted in our December 1997 Special Comment on the power marketing segment 
- one first needs to know that every contract entered into has an offsetting conuact to eliminate risk. 
Otherwise the trading h n  would be carrying an open e w e  to market price flucmations. However, if 
Counterparry B fails to deliver contracted power to Trading Firm A, the nominal amount of the contract 
may not be the only loss. Even though Trading Firm A could justifiably not perform on subsequent con- 
tracts with that counterparty, the trading firm would still have to cover the exposure gaps created by can- 
cellation of these remaining conuacts. 

If the market moves subsantially against those exposure gaps, the trading firm may be forced to cover 
the exposures at a suhstantial Iw. This is what occurred for several parties exposed to contracts with both 
Federal Energy Sales and Power Company of America in June. And it is a type of risk that if poorly man- 
aged, could s t i l l  create large losses, even for firms which claim to be limihg their risk exposures and trade 
“just for customers”. 
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Power marketers also have minimal hard assets. In bankruptcy they could repudiate all contracts which 
entad losses (as they are legally executory conuacts) and keep those with pains, leaving those who file 
claims against the banloupt firm battling over limited proceeds. 

Among the other credit risks highlighted in the power marketer failures of June is that of relying upon 
name alone, with its associated perception of creditworthiness. As we cautioned last December, when 
uading becomes difficult, only strong and reliable credit supporn can be counted on m protect against 
counterparty risks. The Power Company of America, which ranked 2lst in power marketer sales in 1997, 
was affiliated with both Barr Devlin Associates, its general parmer which is one of the top investment 
banking firms to the elecuic energy sector, and with two GE affiliates as limited parmm. 

Still, Moody’s news the market’s reactions to the events of June as healthy for the energy tnding 
business. Many firms are now reevaluating their power marketing operations. LG&E Energy, among the 
top ten power marketing firms in each of the past duee years, announced that it was exiting the power 
markedng arena due to the demands on capital required by energy trading and booked a $225 million 
second quarter 1998 loss related to power trades and to a resenre to dose out contracts. 

Others firms have swngthened their counterparty risk management practices. Tools to manage this 
risk indude examination of financials for capital adequacy, insistence on guarantees from a more 
creditworthy parent or letters of credit, or provision of forms of collateral. Prepayment became an 
emergency credit protection in the days immediately following the first trade failures. 

In the end, we still view this growing sector as an essential component of the developing, less - 
regulated energy market despite its high risks and low profits. Trading provides acces to liquidity and the 
creativity to shucture contracts closely tailored to specific customer requirements. 

Moody’s believes that success in power marketing is possible for those firms with both market sawy 
and sophisticated, effective risk management. However, both these skill bases carry high price tags. 
Therefore, capital is a primary requirement for any firm that &oases accive involvement 

T h e  following chart reflects general elements of risk and return present in various business 
components and management suategies. It is intended for illustrative purposes only rather than Moody‘s 
specific view of the risk and r e m  relationship. 

Risk 

Business Component Risk and Return 

t 
Return 
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Next to business line differentials, the strength and vision of management is perhaps the most important 
issue in determining each company’s place within the credit quality distribution. Because the utility indus- 
try is experiencing unprecedented change, the quality and depth of management has grown in importance, 
to become the central qualita&e factor which we assess in order to assign forward looking bond ratings. 
We develop our view of this intangible factor through frequent and often indepth contact with senior 
management in both their offices and ours. 

We have observed that management teams are changing to meet evolving risk profiles. A management 
team which underrakes to operate a regulated distribution business will likely exhibit strength vastly dif- 
ferent from one managing a portfolio of competitive generating assets. As the sumgths of the manage- 
ment teams diverge, so will bond ratings. 

As the need for diverse talents becomes dear, companies recruit experienced executives from competi- 
tive industries, such as the financial, telecommunications, gas, and industrial sectors to bring new talents 
and fresh ideas in the early stages of reform, as well as to lead and shape the discrete business segments 
they have divested or reorganized. 

FORMULATING STRATEGIES FOR COMPETITION, GROWTH, AND CHANGE 
How does Moody’s view management? When Moody‘s analyzes management and the corporate suategies 
it formulates for competition, growth and financial improvement, we look for original thinking, problem 
solving skills, and leadership qualities that can guide the culture change that is critical to any organization 
experiencing dramatic shifts in business profiles and risk parameters. 

The actions of the company are evaluated in the context of the utility‘s corporate suategy as defined 
by senior management Do the actions mirror what senior management has indicated to the company’s 
saleholdem? Is strategic diredon adding risk to the corporate prome, or shifting it? Does management 
recognize the obstacles it faces in purming its strategy and give proper weight to mitigants? 

Moody‘s also look for innovation. An important rating criterion is whether senior management has 
the flexibility to make changes to its strategy to respond to changes in its business environment. Are 
actions reactive or ahead of the curve? For example, although many states have yet to pass retail choice 
legislation or mandate the divestiture of generating assets, the more sophisticated companies have func- 
tionally disaggregated their businesses. In fact, some investor-owned udlides have required the discrete 
busines segments (such as generation, uansmission and distribution, energy services, power marketing, 
and non-regulated investments) to operate separately and be responsible for meeting their own strategic 
objectives and pmfitabihty goals. Others are divesting themselves entirely of one or more of these business 
lines to concentrate in, for instance, either uansmkion and distribution, or generation. In contrast, some 
continue to grapple with the appropriate direction for their organization. 

In measuring a c o m p f s  responsiveness to a changing business dimate, Moodfs considers the fol- 
lowing actions to be important and perhaps even necessary under particular circumstances: cost reduc- 
tions; common stock dividend adjustments; common stock huybacks and debt repaymentq cusmmer rate 
decreases; and new programs for amactiog and retaining Customers 

Most well-managed elecuic utilities have already implemented cost-cuttinp initiatives, including: rene- 
gotiating or buying out expensive power purchase conuacts, retiring uneconomic or non-performing 
nudear generating facilities, replacing steam generators for highly efficient nudear plants to prolong their 
usefulness, outsourcing of certain operating functions, upgrading computer systems, replacing existing 
billing and metering systens, and other programs geared toward greater operating effiaency. They have 
also worked with regulators to become more competitive and/or to implement transition plans even in 
regions where deregulation is progressing slowly. A demonstrated commiment to reducing potential 
stranded costs is a critical management strength. 

What management does with free cash flow and heightened liquidity from cost reductions is a critical 
factor. Choices range from reduction of potential suanded costs, which we view as a positive for all stake- 
holders, to stock repurchase programs and investment in non-regulated businesses in the US. and over- 
seas, both of which we view with caution. Stock repurchase programs offer an alternative means to 
increase a company’s equity returns, while investment in unregulated businesses offers potential growth 
opportunities. Bondholders do not benefit from either of these alternatives, and could suffer a diminution 
of cash flow strength to service debt or equity cushion to guard against unforeseen events. 
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GROWTH OUTSIDE CORE PRESENTS RISKS TO BONDHOLDERS 
We are particularly concerned about management strategy in p&g non-core or unuaditional busi- 
ness activities both in the U.S. and abroad as a means of achieving growth. An unbalanced focus on 
non-U5 investment may prevent management from devoting sufficient amounts of time and energy 
to improve the company’s competitive position at home and to prepare the company for heightened 
competition in the US.  

In addition, we are cautious about the level of risk adjusted returns a company is willing to accept in 
non-U.S. locations. Bondholders do not reap the benefits of higher earning and returns stemming from a 
parent or holding company’s foreign invemnents but can suffer from the pressure placed on a company’s 
cash flow as a result of additional debt taken on to finance new investments. Non-U.S. investments are 
financed largelywith debt instruments and, as a result, any earnings and cash flow from foreign operations 
d likely be used to service the acquisition debt or to pay shareholders in lieu of aengthening the equity 
cushion. Moreover, when ambitious g r d  in non-regulated energy investments increases a utility‘s debt 
leverage, and i n d u c e s  a greater level of business risk for the company, credit quality is weakened. 

However, not all domestic elecnic utilities are venturing abroad seeking investment opportunities to 
expand and enhance earnings and r e m s .  For one thing, some companies simply lack the financial 
resources due to their smaller capital base. Secondly, these companies are much involved in reshaping 
their individual state reform initiatives, while preparing themselves for open competition in home 
markets. Finally, some companies are already immersed with their own mergers with or acquisitions of 
neighboring utilities. 

INDEPENDENT POWER PRODUCERS TAKE ON RISK INTERNATIONALLY 
A significant portion of the independent power producer universe, both non-regulated subsidiaries and 
independent companies, have chosen a strategy of international diversification. Additionally, in order 
to help diversify risk, several have chosen to branch out into electric distribution and transportation 
rather than stay smctly in generation. 

Suategies employing intemational investments can increase the risk profile of an issuer because the 
assets, brown or green-field, tend to be in riskier markets in order to generate a higher rate of return 
to the parent. Such a stxategy is important to stockholders, as it increases the opportunities for 
increased net cash flow at the parent level, driving up the value of the company. From a bondholder’s 
perspective, however, cash flow derived from less creditworthy geographic areas of the world tends to 
be less predictable. 

By way of example, the recent change in outlook on AES Corporation’s Baa3 rating to negative 
was prompted by the downgrading of the Brazilian country ceiling for foreign currency bonds and 
notes to B2. Since AES derives a significant pomon of its cash from investments in Brazil, the quality 
of the cash flows from Brazil to AES Corporation has been eroded as the creditworthiness of Brazil 
has deteriorated. Furthermore, AES’ Brazilian assets are subject to a heightened level of refinancing 
risk as Brazil’s lower credit quality drives investors out of the market 

The event risk of doing business in emerging markets keeps constant pressure on ratings of compa- 
nies like AES Corporation (senior unsecured rating Baa3), CalEnergy Corporation (senior unsecured 
Bal) and CMS Corporation (senior unsecured Ba3). Other companies employing a global strategy are 
Edison International (commercial paper rated P-1) through its subsidiary Edison Mission Energy 
(senior unsecured A3), EDF (ha ) ,  Endesa Spain (senior unsecured h2), Intergen (not rated), 
National Power, plc (senior unsecured rated A2), PowerGen (senior unsecured rated h 3 ) ,  Sithe 
Energy (not rated), Southern Company (commercial paper rated P-l), and Tractebel (not rated). 
Continued economic and currency crisis conditions in the emerging markets will put further pressure 
on those most heady exposed. 

The method of financing international acquisitions or developing projects on a global basis has 
credit ramifications from two distinct fronts. Such investments are often financed in discreet sub- 
sidiaries. Debt is incurred at the subsidiary level as well as at the parent level. Lenders to the sub- 
sidiary commonly impose restrictions on dividends to the parent company, and can require all or a 
portion of excess cash flow to be used to repay debt a t  the subsidiary level. In effect, lenders to the 
subsidiary can resmct access by the parent to cash flow from the very operations it has invested in 
order to increase earnings and cash flow. 

0 
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Understanding the covenant package in these types of structnres can be a critical element in assess- 
ing the likelibocd of timely repayment of obligations of the parent company. Examining financial 
statements may not reveal a problem immediately, because GAAP reporting requires earnings to be 
reported on a consolidated basis if the parent's ownership in an asset is the majority. On a consolidat- 
ed basis, the investment may appear to be healthy. But in fact cash is being trapped at the asset level 
and the parent has no real access to the cash returns they anticipated from their invesment. 

Another issue is one of cash flow repauiation and taxation. Consolidated financial statements mask 
these risks, too. The cost of repamating dividends from a profitable investment back to the ultimate 
parent can be very expensive if the tax ueaties do not work in the owner's favor. Where borrowers and 
intermediate holding companies are domiciled are an important part of understanding the creditwor- 
thiness of a parent company. 

Investment in non-US assets carries with it multiple risks to bondholders without the reward share- 
holders will receive from a successful venture. It is for this reason that Moody's regards global invest- 
ment with caution. Companies heady involved in such activity will continue to experience pressure on 
their ratings because of the difliculties that could arise in acoessing cash flow when it is neeaed. 

Moody's believes that the North American electric energy sector will be technologically ready for the 
"Year 2000", the date January 1,2000 (or Y2Q. That is not to say that some minor glitches will not arise. 
But we believe that the power will not go out 

This belief is grounded on two assumptions. First, above and beyond all corporations' well-grounded 
concerns about legal liability, this indnsuy is of such suategic importance that it is therefore subject to 
detailed oversight from regulators and politicians. As one Congressman put it during hearings on the sub 
ject, "without elemiaty [on January 1,2000], everything else is moot". Major indumial &ms have also 
attempted to assess their utilities' Y2K preparedness as the utilities are key suppliers. 

Second, the sector's restructuring has not yet diminished its uaditional focus on reliability. While 
the new (and still relatively small) independent power producers may still view reliability as a 
competitive issue, causing them to be less amenable to cooperation, the uaditional IOUs still largely 
manage the grid. So they and their indusuy organizations have largely relied on their culture of 
cooperation to solve this huge issue. 

A broad sampling of cost estimates to prepare systems for Y2K range from $1-$10 million for small 
utilities to nearly $100 million for the largest. Yet these estimates can exaggerate the purely Y2K COS&. 

Regulation penalized utilities for investing in available technology in the past, and some systems CUI- 
rently in use are as much as 25 years old. So utility managements preparing for competition have been 
actively using the good cash flow on the tail of completed construction cycles to upgrade or replace 
systems as opposed to recoding them, with the rationale that no regulator will fault them for spending 
on Y2K compliance. 

Moody's views Y2K expenditures a t  US utilities as manageable and jnst one more challenge facing this 
industry, which is already reeling from the challenges of deregulation. Fortunately, here at the turn of the 
century the utilities generally have low capital spending requirements and minimal external financing 
needs. Therefore, strong cash flow and management of dividend and corporate finance policies have pro- 
vided the financial flexibility to absorb the Y2K corn. Accounting for these cnsts varies, although the SEC 
reqnires expensing purelyY2K expendimes. 

Moody's also sees minimal regulatoly risk from preparation for the Year 2000. Few utilities are filing 
base rate cases, x) the expenditures are not M y  to attract additional regulatoly sautiny. Regulators are 
also highlyunlikely to disallow this needed expenditure. 

IOUs view the management of the grid and the generating and distribution systems as their #1 Y2K 
concern, closely followed by the astomer billing systems. Computer coding within applications is the pn- 
rimy concern for billing, customer senice, and other administrative systems. Harder to address because 
they are harder to find are the chips embedded in computer hardware at operating power plants and in 
tr.anunission and distribution systems. 
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Utilities generally have pursued similar approaches in assessing, correcting, and testing for YZK 

readiness across their corporations, having priori&ed each facet into aitical, important, and less critical 
categories (the latter including, for example, the c o m g  machines or cell phones). These processes were 
generally in full swing by 1997. The majoricy will complete critical testing byJuly 19%. 

AU utilities will not cemfy the readiness of their suppliers due to the legal liability that entails and the 
lack of knowledge about and cone01 over their suppliers’ systems and Y2K plans. All are making 
substantial efforts to gain at least a high level of comfort that suppliers are preparing for the date by two or 
even three detailed, formal surveys of supplier initiatives. Some are even insisting on testing the critical 
suppliers’ systems themselves. 

Support from industry organizations helps this sector to compensate for the shortage of talent to 
address this issue. Edison Electric Institute, the trade d a t i o n  for IOUs, provides a focal point for 
resources and information. Power pools, such as those in New England, California, Texas, and in several 
0th- regions have also been effective staging grounds for Y2K preparation. The North American Elecuic 
Reliability Council is also pursuing major initiatives to m e  the grid’s Y2K preparedness. 

The Nudear Regulatory Commission requires its plant operators to certify by August 1998 that they 
have plans in place to meet the Y2K challenges and to certify their plants’ readiness by July 1,1999. The 
NRC notes that safety is not a concern as safety-related systems do not rely on date-driven databases. A 
plan called Nuckw Utility Yew 2000 Rcadinesr, developed by the Nudear Energy Institute and the Nuclear 
Utilities S o b a r e  Management Group, draws on hest practices from around the nation to provide 
guidelines on procedures, assessments, remediation, testing, and validation for nudear power plana. 

The Clinton adminisfration has proposed legislation to encourage informationsharing, which has 
become more difficult wirh legal liability concerns and with new competitive pressures in those regions 
currently resnucturing their electric secton. Passage may take some time, but this type of legislation can 
only be helpful to the utilities given particularly the legal liability concerns they all feel. 
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1997 Actual Data for the Electric Industry ($mil.) 
5r. 
Dsbt Nst Dlvldsnd E8lTl FFOI FFO Def.Wargei Total Debt QnLStWA Equity 
Fating+ company rn”.”U. IMOrn. Payout K IllfN.*t 1nterert % c.psx %Equity capltsl x c.pif.1 Y c.piu1 % c.plt.1 

Aaa %me- Valley Authwlly 5.552.000 8.000 0 . w  1.10 1.50 129.75 61.03 30.900.000 87.10 O W  12.90 
AYERAGE OF RATING GROUP 5.562WO &OW 0.W 1.10 1.50 129.75 61.03 30.8W.WO 61.10 0.W 12.90 

Aa2 AmerenClpS 852.075 59.758 72.46 2.70 2.68 53.46 14.62 1.285.199 49.21 6.23 44.57 

Aa2 *Indlanapollr Power & Ught Company 776.427 130.642 73.67 4.18 6.50 313.97 16.65 1,496.167 43.55 0.61 55.84 

As2 . lOuINIL Gas & EKCVic Company 845.543 108.688 57.56 3.89 6,lO 180.36 8.72 1,425,454 45.38 6.69 47.94 

Aa2 *Cenml llllno16 Ught Company 546.654 46.151 65.55 3.16 6.00 205.88 6.91 698,648 42.91 9.46 41.63 

Aa2 *Kentucky UtllllieiCo. 716.437 63.451 62.46 3.16 5.21 171.61 9.69 1.232.267 47.07 3.25 49.69 

Aa2 ‘Madbon Gas 6 El&c Company 264.648 22.523 91.86 3.10 6.13 254.52 15.52 344.346 47.46 0.W 52.54 
Aa2 *SWlhem Indiana Gar & EI&c Company 358.106 44,266 68.86 3.18 4 91 122.11 16.23 661.773 50.69 2.95 46.37 
Aa2 .SWthwwm Publlc Company 919.283 75.575 114.31 2.15 3.w 103.95 26.35 1,596,565 50.06 6.26 43.69 
Aa2 Tampa Elecvlc Company 1,438.7W 148.103 98.92 3.23 4.84 164.26 20.40 2.212.000 42.96 0.W 57.04 

Aa2 ‘Wronsin Power and Ugh1 Company 794.717 61.924 85.90 4.83 7.01 148.71 29.75 1,147.116 43.11 5.23 51.06 

1,370,043 46.10 3.97 49.93 17312 17.35 
53.78 4,439,230 42.12 3.50 Aa3 AmerenUE 2,287,533 319.805 81.11 3.32 5.01 214.43 33.15 

Aa3 Dam Powsr b llght Company 1,254,403 171, lW 69.26 4.16 4.48 270.15 49.72 1.271.100 42.60 1.01 56.40 
As3 Dub Energy Co~po~at lon 16.308.900 901.6W 80.57 4.42 5.54 161.77 35.33 15.312.8W 44.26 6.51 19.24 
Aaf nwlda Power b Light Company 6,132,000 608.000 101.61 3.76 8.15 1.680.0W 34.38 2.91 62.68 294.74 9.18 
Aa3 Florida Power C a m t i a n  2,448,400 134.4W 143.16 2.12 5.18 126.65 42.56 3.727.700 51.69 0.90 47.42 
Aa3 *MIUildppl Power Company 543.588 54,010 91.47 3.70 5.90 195.61 15.69 781.405 41.81 8.56 49.63 
Aa3 N W n  Itate$ POW, Company (MlnnsW) ’ 2,733,746 226.249 91.61 2.56 5.25 167.25 19.52 5,075,715 45.39 7.89 46.73 
Aa3 *O!dahaM Gat k UKmc Company 1.191.690 118,709 91.31 3.13 5.39 246.06 11.06 1.617.580 44.32 3.05 52.63 
Aa3 *Otter Tau Power Company 394,279 29,968 80.93 3.52 4.11 163.79 18.96 453.384 45.08 8.57 46.35 
Aa3 ‘S0uthWe9mn Electrk Pmer Cwnpany 939.869 92.254 1W.45 3.11 5.31 184.22 11.03 1.421.830 40.55 9.89 49.56 

AVERAGE OF RATING GROW 3,421,421 265.612 81.19 1.39 5.49 202.61 24.62 4276,074 43.211 5.28 51.44 
A1 Alabama Power Company 3.149.111 375,939 90.33 2.73 4.21 167.80 26.10 6.158.501 46.37 8.97 44.66 
A1 BalUmore Gar and Elecfrlc Company 3.M7.6W 254,103 94.14 2.78 4.04 196.44 16.03 6,741,300 53.01 4.45 42.54 
A1 ‘Black Hlllr Cwpaatlan 313.662 32.359 63.48 4.31 5.04 270.76 11.49 310.117 44.50 0.W 55.50 
A1 Con~lldaW EdkonCompanyof NY. Im, 7.121.254 694,479 71.W 3.12 4.64 186.30 27.59 10,966,388 43.03 2.90 54.08 
A1 Gawgla P m  Company 4.385.717 593.996 87.54 3.88 7.08 289.58 26.88 8,436.145 42.32 10.03 47.65 

A1 UanY)I Clly PDWS k light CO. 895.943 72,771 142.97 2 . w  3.80 167.14 21.04 2.126.912 47.46 11.24 41.30 
A1 Ma%saChUws EIecMc Company 1,624,085 62,399 42.28 2.68 5.86 192.23 9.06 W . 2 3 3  43.23 1.73 55.04 

A1 Narraganrat EI&c Ccmpany 520.038 25.631 53.03 2.49 3.76 166.43 18.94 509.534 40.21 2.51 57.28 
A1 New England Power Company 1.677.903 142.456 69.42 3.91 6 , W  352.82 49.32 1,161,895 45.92 2.25 51.63 
A1 *NorVlwertem Corpwatlar 918.070 23111 71.99 2.24 2.66 263.94 169.58 835.663 51.83 28.24 19.94 
A1 Paclfc Ga9 & EleCtrlc Company 9.495.W 135.000 1W.54 3.42 5.71 176.22 4.95 17.791.0W 54.52 4.12 40.77 
A1 *POtOmaC € d i m  Company 708.761 95.755 86.97 2.90 4.30 214.93 16.71 1.334.971 47.10 1.23 51.67 

A1 Publlc SmIco Company of Oklahoma 712.690 50.053 118.90 2.41 5 1 6  181.52 11.59 981.208 43.49 6.18 48.33 
A1 *%n Dlep G w  & EWlc Company 2.167.548 231,650 110.59 3.67 1.65 298.14 22.45 3,351,236 55.51 3.09 41.40 
A1 ‘Savannah € W c  k Powa Company 226.277 23.847 85.97 3.13 4.96 256.16 25.05 375.241 43.87 9.33 46.81 
A1 *South Camllna Elsuds L Gar Company 1.338.wO 186,000 75.81 2.86 4.65 167.67 31.38 2.936.W 45.03 5.12 49.25 
A1 Southem Callfwnla Edbn Company 7,953,388 576,106 324.93 2.33 5.22 274.94 65.19 11,576.335 61.85 3.96 34.19 

AVERAGE OF RATING GROUP 2414.995 219.716 99.63 2.98 4.90 217.23 32.51 4,059,871 41.51 6.25 16.24 

Aa2 WI~onsln ElcVlc h e r  Company 1.789.602 69.412 307.66 1.60 4.01 132.97 26.17 3.491.536 50.68 0.81 48.45 

As2 *Wlaorin bblk Ssrvlm Capotauon 690.478 61,631 90.67 3.46 5.95 223.14 17.18 841.440 39.59 6.09 54.33 
AVERAGE OF RATING GROUP 831.139 16,511 102.51 3.22 5.19 

A1 ‘Gulf Pow Company 625.856 57.610 112.14 3.38 5.80 238.43 16.68 879.729 45.16 6.10 48.73 

A1 ‘Mmngalnh bws Company 628,311 60.529 58.09 3.08 4.51 115.11 35.67 1,118,397 46.15 6.44 41.10 

A1 Potomac Umlc P w  Company 1.863.510 165.251 118.98 2.19 3.49 157.63 35.50 4,235,035 49.12 6.29 43.99 

A1 *We91 Rvln bws Company 1.082.162 134.665 12.w 2.91 4.02 166.95 37.61 2.034.wO 47.08 3.92 4 9 . w  
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FFOl FFO Daf.Charpsr Total Debt Pmf. Stoa EpIy 

Baa2 *Camtxldge Uearlc Llght Company 131.327 5.216 54.51 2.54 3.75 190.56 150.63 95.917 49.72 0 50.28 
m' naaz * m t m  Vermont PUMI~ sewice a. 304,732 15.123 03.52 2.76 4.02 212.61 41.65 361.420 40.74 1.48 51.77 

169.12 41.03 12,391,803 52.41 0.32 39.27 Baa2 Commowm&h E d i m  Campany 7.073.088 .220.624 -193.50 0.63 4.36 
baa2 'Entergy Ar!iaMas. kc .  1,115,714 116.909 109.93 2.92 5.11 280.71 31.36 2.646.466 51.72 7.84 40.44 3 84112 *EOt@SgyLOUIII8M. 1°C. 1.803.272 128.402 113.24 3.00 3.50 362.21 31.40 2.191.641 50.25 9.15 40.W 

43.27 Baa2 'Entergy MIrrblp+i. lw. 937,395 62.617 94.55 3.05 4.87 347.93 23.91 990.167 4 Baa2 *Entwgy N w  Onsans Iw. 5M,822 14.486 179.49 2.79 5.17 394.51 61.64 320.329 52.14 6.18 41.00 
174.24 31.33 229.628 42.47 7.72 49.81 

Baa2 *Nevada Pow= Company 799.146 82,091 98,94 2.68 4.33 81.60 23.59 1,871,334 46.92 6.54 44.55 
Baa2 Oh loEd lm COmpany 2.473.562 260.002 84.70 2.30 4.14 411.09 69.49 6.236.712 50.52 5.80 43.60 
h a 2  *PennMvania powwco. 323.381 26.046 79.61 2.38 4.90 502.29 58.12 655.508 45.41 10.05 44.54 

294.16 61.83 2,588,191 48.78 6.74 44.48 

3.71 5.36 210.56 71.06 4.571.000 5210 10.02 37.50 08a3 Conlumen Energy Company 3.769.W 284,000 76.16 
Baa3 Entwgy Gulf Stster. inc. 2,147,029 36.111 213.19 1.51 3.96 386.20 54.06 3.830.106 50.23 9.28 40.49 
6083 'Ssm Energy R B Y I U I C ~ ~ .  kc. 633,690 102,295 111.25 2.36 2.88 681.17 50.94 2,303,856 63.11 0 36.09 
Baa3 'Unted lllumlnatlng Company 710.261 45.634 08.55 1.79 3.37 411.63 82.16 1,276.075 61.34 4.26 34.40 
86a3 WCllKW Unlted IIK. 8,926,300 133,800 10.10 2.65 3.94 298.20 28.16 2.865.wO 56.21 3.47 40.32 

188.81 80.32 2,683,041 55.88 6.93 38.20 
Ba1 ClevelaM E l m l s  lllumlnating Campany 1.782.917 69.452 177.97 1,45 2.91 365.50 242.11 4,683.958 70.70 9.00 20.30 

Bal 'Toledo Edimn Campany 895.376 29,960 55,91 1 .50 3.09 470.69 192.01 2.023.509 63.27 10.46 26.21 

0a2 El Paw Uecfrlc Company 594.038 41,424 0.00 1 .80 3.26 278.47 35.16 1,466.232 66.97 0.16 24.87 
8a2 Nlagan Mohawk P w  Cwporation 3,966,404 22.438 166.61 1.44 3.43 229.69 40.11 6.005.113 52.75 . 1.82 39.42 

37.36 0a2 .Tem+Nw Mexlm Pwer  Company 580,693 43,760 101.60 1.77 2.78 362.98 10.11 168.261 

Ea3 Connmkurllghl and PoWsrCo. 2,465,587 -144,377 4 1 5  -0.08 1.84 12.30 115.15 3.700.288 61.71 7.23 31.06 
0a3 *Public Servlce Company of New Hampdhis 1.108.459 92.422 91.91 2.79 4.43 525.84 125.41 1,502,750 55.49 4.99 39.52 
Ba3 l m m  Eiancic P w m  Company 729.883 83.572 0.00 1.60 2.19 174.17 152.19 2.337.307 80.12 0 9.28 
Ba3 Wenern MasachUstm EimUb Co. 426,447 -28.616 62.33 0.02 1.57 63.76 95.10 127.877 63.22 5.43 31.35 

AVERAGE OF RATING GROUP 1,182,591 755 8.87 1.13 2.51 209.02 122.11 2.067.056 61.79 4.41 27.80 
228.88 47.86 3,468,201 50.18 5.56 44.28 

NBf Dividend EBlTl 
RW."UU Inmoms Payout % Interest Interest % Capex % Equlty Caplul % Caplul %Capital % c.ptuI 

51.64 5.09 

Baa2 *Gmn Mo~nmln Power CcQNation 179.323 6.005 120.40 2.15 4.59 

AVERAGE OF RATING GROUP 1,478,889 47,268 15.04 2.47 4.43 
8613 *Cenosl Maim Power Company 954,176 5,213 560.54 1.25 2.50 193.89 186.74 1.231.816 51.86 8.53 39.59 

AVERAGE OF RATING GROUP 2,866,878 101.116 186.93 2.21 3.87 

8a1 PubltSemeCompsnyof NwMalco 1,155,267 00.409 33.41 2.44 4.32 145.64 18.62 1,645,649 50.34 0.18 48.88 

AVERAGE OF RATING GROUP 1,271,201 68.831 89.10 1.80 3.14 133.91 160.81 2,781,312 61.44 6.75 31.82 

62.22 0.42 
AVERAGE OF RATING GROUP 1,713,112 36.874 89.42 1.10 5.16 290.45 31.11 2,953,202 60.86 6.47 33.88 

TOTAL AVERAGES 2,040,238 151.706 93.84 2.74 4.43 
* AIm.IDcIoM 1, Is38 

.*mUnwrued 
G W I  W R  Rep? CCmprW 

To ordrr reprinrs of this nport (100 q i u  minimum), pkase call (800) 811-4980 tollfree in the USA. Outride the US, p k u e  rail 1-212-JS3-14S8. 
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